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The world community 1s making renewed com-
mitments fo urgently needed poverty reduction
in the developing world To achieve this goal
—as agreed at the 2002 Monterrey
Conference ond the Earth Summit in
Johannesburg and outlined tn the Millennium
Development Goals—increased growth will be
key low income countries need fo grow at
per capita rates of 3 6 percent per year if the
29 percent of the world’s population living on
less than US$1 a day in 1990 s to be halved
by 2015 The payoff will be great increased
growth means decreases in extreme poverty,
declines in child malnutrifion, ond enhanced
regional and global secunty This growth
needs to be one that puis social equity and
environmental responsibility at the center

At the same time, consensus is growing worldwide that
walter and water services are essentiol because they
touch on almost ofl Millennium Development Goals
Investment 1n water nfrastruciure—io protect against
droughts and floods, produce renewable energy, ond
provide water supply to cihes ond rural areos, ond
waler to grow food--is bastc for economic growth and
poverty reduction 1n poor couniries

Thus, water evolved into @ major topic ot Monterrey, the
“most important topic” ot the 2002 Earth Summit in
Johannesburg,' and will be a focus of the Meeting of
the G8 in France in June of 2003

The message coming from all these fora s clear To har-
ness the potenticl of water to funchon os o driver of
growth, the indispensable ingredients are increosed
mvestments in the woterrelated sectors—water resources
management, water supply ond sanitation, umigation
and drainage, hydropower, and water/environment—
accompanied by urgently needed inshtuhonal and policy
changes

1 According o the GlobeScan Survey llanvary 2002} undestoken by
Environics o Conodian public opimion firm spacicdized 1 Sussincble
Developmen, at BI percent, water was the most impartant topic idontifred by
decision mokers ot the Earth Symmit
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Why the Need for Increased investment?

Most current eshimates suggest that 2 billion people will
be added to the world's population over the next 30
years and another billion in the following 20 years
Virtually, oll of these increases, will be in developing
countnes, the bulk of which 1n urban areas In these
same countries, 2 5 billion to 3 bilhon people now live
on less than $2 o day To lift these poor out of their
extreme poverty and to provide for future generations,
substantial growth 1n productivity and incomes in devel-
oping countries 1s needed With regard to water, this
includes the provision of the underlying nfrastructure in
urban and rural areas through development of water
resources and to provide services for human and tndus-
trial water supply, food production, and energy It also
includes the environmentally and sociolly responsible
harnessing of woter in order to preserve, and in some
areas reconstitute, vital ecosystem functions

At the some fime, as more investments and productvity
increases in water are necessary, the costs of providing
water are rapidly nising Increasingly, major infrastruc
ture and interbasin transfers are necessary, with costs
amounting o bilhons, or even tens of billions of dollars
The World C. n on Water d that, over
the next 20 years, annual investments need to rise from
$75 billion to $180 billion

in addition to the anticipated population growth, the rea-
son for these challenging projections s that 1n many
poor countries stocks of water infrastructure are still very
small {often less than 1 percent of those in nch countnes
with similar chmahc conditions) Climate vanability 1s
olready exacerbating this siuation in many developing
couninies

Although the challenge 1s daunting, to improve the lives
of today’s poor and to ovoid future generations being
born into poverty, the world community must rise up
today to meet this challenge  Lessons learned from the
post decades can show us the way to achieve these
goals

The Need for a New Global Deal on Water
The call for more investment 1s not enough Experience
shows that increasing invesiment as well as more effec-
tive use of such investment 15 crucia! An increase in

financial flows for water will hoppen only if governments
and the external support community change the way
they operate A cornerstone for this are policy changes
to be made by governments Water {flood protection,
drought protection, woter and sonitation, irrigation,
hydropower} must become a sector where public and
privote investments deliver results 1n on accountable,
transparent, efficient and environmentally and socially
responsible manner In most couniries this requires fun-
damental changes by government, most crucially in pro-
viding a supportive environment for investment, ensuring
that regulation 15 1n place and transparent, prediciable,
ond balonced A major element of such reforms also
includes

- strengthening of the active porticipation by water
users and civil society at lorge,

exploring publicprivate partnership options to afiract
the required increase in financiol resources devoted
to water investments, and,

putting n ploce frameworks that ensure environmen-
tal sustoinability of water use and nvestment

tn parallel, change is needed in the way 1n which the
external support community operates Donors ond
financing agenctes can and should support locally-+nitiat-
ed reform eforts But, 1t must be acknowledged that
water reform s a long and difficult process, which 1s far

from complete even in the richest countries of the world ~

Thus, hnoncers must not demend management perfection
before investing, instead improved management must go
hand in hand with the financing of priority vestments
in @ reinforcing package of support

Water——a Priority in the Global Development
Agenda

Water is critical for growth and development, ond 1s
now a major issve 1n the globol development agenda

- More than 80 percent of the decision-makers who
participated in the 2002 Johannesburg Summit on
Sustonable Development, identified woter as o key
1ssue to be addressed by Heads of State from coun
tries throughout the world 2

2 According o the GlobaScan Survey {janvary 2002) undartaken by Emironics @ Conadian public opiion firm specialized i Susoinable Development

«» At the March 2002 Monterrey Conference, which
focused on Financing for Development, countries
adopted a plan that colled for resources to meet the
Millenmium Development Gools Many of these goals
related to water in one way or another, and the con-
ditions that will enoble more sustained development,
including feer trade, more foreign 1nvestment, debt
rehief and efficient government

< The importance given to water 1ssues in the inferng-
tional development agenda was further strengthened
in Johannesburg, with hydropower being recognized
as o renewable source of energy that needed to be
promoted In developing couniries, as well as with
sanitation being added to the Millennium
Development Goals

Water in developing countries will be one of the
mojor topics In the annual G8 Heods of Stote meet-
ing 1 France this summer

With the internctional consensus around the importance
of water, 1t 1s clear that in the development arena, water
hos ceased to be an 1ssue for only water specialists
Water 1s a crosscutting 1ssue that affects the economy of
countnes as @ whole and transcends @ number of crucial
productive sectors, including water ond sanitation sup-
ply, irngation, dramage and food production, renew-
able energy generciion and the environment It has now
been recogmized as one of the key resources for devel-
opment, growth and poverty reduction

The 3rd World Water Forum in Japan—Focus
on Effective and Coordinated Action

The 2nd World Waler Forum, which took place in The
Hague 1n 2000, made water “everybody’s business® It
brought together 5,700 participants worldwide, includ-
ing more than 600 journalists and 120 ministers This
was o significant rise in ottention and aitend com-
pared to the first, more low-key, World Water Forum,
held i Morocco in 1999

The motto of the 2nd World Water Forum was “From
Vision to Action " It focused on the foct that much had
been envisioned not only on how water should be better
managed, but that achion wos still partial at best
Discussions centered on how to move from this vistonary,

prescriphve stoge, to achon on the ground that would in
actuality improve peoples’ lives

Accordingly, in the runup to the 3rd World Woter Forum
n Jopan, governments, donors, multilateral institutions,
non-governmenta! organizations {NGOs), individuals in
other words cll were encouraged to undertake concrete
actions for improved waoter resources monagement and
to report about them

The Kyoto Forum, therefore, 1s to o large degree an
“implementation forum,* which focuses on implementa-
tion and lessons learned Kyoto could also become a
poliical event and builld on Monterrey and
Johannesburg i calling for a New Global Deal on
Water between rich and poor countries

Water as a Driver of Responsible Growth for o
Growing World Population

Over the last half century, population growth has far out
stripped water avarlability But per capita water avaik
ability hos not decreased solely because of growing
populations Polluion and salimity, which degrades
water’s usefulness, has also decreased availobility
Additiona! demands are nising, driven by economic
growth Climate varability makes timely access to water
less reliable in many cases If these additional foctors
are taken into account, the curve below might be even
steaper With estimates suggesting that on additional 2
bilion people will be odded to the world’s population
over the next 30 yeoars, ond another billion in the follow-
ing 20 years, most of whom in developing countries, the
need for action 1s clear

Water 1s vital for ife, human hfe, life of our ecosystem,
economic and social well being” With water resources
Ihreatened in so many parts of the globe, and especially
in developing countries, Iife iself 1s threatened Action
15, therefore, needed worldwide to reverse this trend and
to better manage our water

A specific challenge 15 the fact that o growing world pop-
ulation requires more water services ond water infrastruc-
ture for the underlying economic activities that encble
development, notably to provide for sofe water supply
and samitahion, meet increasing food needs and secure
inputs for industnal processes At the same time, however,




Figure | Types of water invostmonts and their impact on growth and povorty roduction

Nature of intervention

Brsad

Type 2 ocgetedaterliesouica)
ihierventio;s!

o/ S Y s

Affecting water

our ecosystems, which provide voluable services to s
ond sustain life on Earth, also need sufficient amounts of
water to function For this reason, sustainable development
and manogement of water 15 o must in the responsible-
growth equation

The Two Key Challenges are Investment and Effective
instituhons

Accordingly, an action-onented agenda for water recog-
mzes that

+ Wise mvestment in water resources and services con-
tributes to poverty reduchon and 1s essentiol fo reach
the Miflennium Development Goals

-+ Reform 1s crucial to sustain post and future invest
ments This includes first and foremost the introduc
tion of sound policies and effective institutions of ofl
levels

The need for such reforms ond investments 1s growing
more widely understood and more urgent by the day It
15 now becoming clear that "the gloomy onthmetic of
water” 1s also o "gloomy onthmetic of water financing”
and therefore o “gloomy anthmetic of responsible
growth” in developing countries

With global awareness of the importance of wise water
management at its lughest point ever, the World Bank
behaves thot the 3rd World Water Forum can be o mile-
stone an launching @ new Globol Deal between rich and
poor countries—combining sorely needed investment
with policy change ond improved governance—to hor-
ness the potential of water os a driver of responsible
growth and of o better hife for bithons of poor people

How Water Affects Growth ond Poverty
Reduction
Water resources g ond develop 1s cen-

tral to responsible growth and poverty reduction, and,
therefore, of centrol importance to the world community

It ts relevant in o number of different and compl tary

heh

ways Figure 1 provides o rudimentary but useful fypolo-
gy for assessing how water management offects poverty

Type 1 achions are brocd-bosed water resources inter-
ventions (including major water storage infrastructure)
that provide | and regional benehits
that extend to all, including the poor

Type 2 initiatives improve waler resources monage-
ment—such as wotershed projects in degroded environ-
ments—in ways that directly benefit poor people
because 1t 1s usually the poor who inhabit degraded
landscapes where improvements of catchment quolity
ond provision of livehhoods for the poor are of major
mportance

Type 3 meosures ore broad-based interventions in the
waler service seclors—aimed at improving the perform-
once of utilities, user associations and trrigation depart-
ments—benelfit everyone, including the poor

Type 4 programs provide targeted services {including
water and sanitation, irngotion and hydropower] to the
poor They ploy o mojor role 1n reaching some of the
Millenntum Developmant Gools

In most developing countries, growth-oriented, poverty-
reducing water strategies would ideally involve action in
all four of these oreos This 1s highlighted in Figure 1

There are severol moin observations Furst, water policies
and investments affect the poor 1n a vanety of direct and
indirect ways, most of which are important in most con-
texts Second, broad interventions {Types 1 and 3) gen
erally late growth and b they affect
the economy as a whole Third, torgeted inferventions
(Types 2 and 4) usually depend on substdies Fourth,
there are also important dishachons between the impact
of management tnterventions (where the benefits are
often indirect and longerm} and the impact of invest-
ment and development projects {which ore direct and
immedicte) Fifth, there are distributional distinchons

the poverty impact of rehabilitaiton [which ben
ehts those who benefited from the initial investments)
and new projects (where new people benefit and which
ore vsually more equitable)

A viable way for couniries to strategicolly plan therr
water strategies would be for them to contemplote o
blend of all of these nterventions in o broad ond sys-
temic manner and directly targeting the poor For exam-
ple, well conceived water investments ond policies
would

Provide the basis for overall regional development
ond associated economic opportuntties for the poor
{Type 1 beneht)

+ Improve watershed management—with associoted
benehts for the poor, who usually conshiute the
majonty of people Iiving in such degraded environ-
ments— and develop operahing rules that specify eco-
logical flows for the benefit of downsiream ripanans
{Type 2 benefit)

++ include steps towards reform of the power, smgation
and woter supply sectors, with broad benefits from
which the poor and especially poor women beneht
{Type 3 benefi)

~= Provide largeted benehts to the poor who are reset
fled or otherwise offected by the project or who hve
in the vicinity of the project, and generate revenues
that are shared in a way that directly benefit poor
people (Type 4 benefits)

The following sections outline what the specific chalk
lenges ond paths for action are n regard to water
resources management and development, water supply
and santation services, irngation, drainoge and food
secunty, the waterenvironment equation, ond hydropower
Each of these areas 1s different, but the underlying
1ssues, investment ond reform to maximize the potential
of water for responsible growth and poverty reduction,
are the some
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The Challenge

Many developing countries face daunting water
resources challenges as the needs for woter supply,
irrigation and hydropower grow, as woter becomes
scarcer, quolity declines and environmentat and social
concerns increase; ond as the threats posed by floods
and droughts ore exacerbated by climate change. Asa
consequence, there is o high and increasing demand for
engogement by the world ity, including develop
ing ond developed countries.

Lessons learned
During the Rio Earth Summit process, o global consensus
was forged thot modern water resources

Clearly, the situation in developing countries needs to
be seen in this light ond expectations regarding
implementation of the Dublin Principles need fo be
adjusted in o pragmatic manner that helps developing
couniries move forward.

The Priorities: Where and How to Focus?
Most developing countries need to be active both in

g AND development of water resources
infrastructure. Water resources chaflenges need to be
approached without preconceptions. Not all problems
can be solved with infrastructure and, at the some time,,
in environments with minimal infrostructure, all problems
connot be addressed through better management. A
balance needs to be siruck between stakeholders in
developing countries and donors and finoncial institu-
tions alike in the analysis of needs and development of
investment plans.

The main management challenge is not a vision of inte-
groted water resources monagement but a pragmatic
approach that respects principles of efficiency, equity
and sustainability, and recogmzes that water resources

should be based on three fundomental pnncnples (known
os "the Dublin Principles”): (o) the ecological principle,
which argues that independent management of water by
different wolerusing sectors is not appropriate, that the
river bosin must become the unit of analysis, that land
and waler need to be manoged together, and that much
greater aftention needs to be paid to the environment;
{b) the institutional principle, which argues that water
resources manogement is best done when oll stokeholders
porticipate, including the state, the private sector and
civil society; that women need to be included; ond thot
resources management should respect the principle of
subsidiarity, with actions taken at the lowest oppropricte
level; and, (¢} the instrument principle, which argues that
water is @ scarce resource, and that greater use needs
to be made of incentives and economic principles in
improving dllocation and enhancing quality.

A decade later, evidence is accumulating on experience
with implementing the *Dublin Principles.” A mojor
review of industriclized countries (by the OECD) has
concluded that progress hos been difficult, slow and
uneven and that even the most odvanced countries are
very far from full compliance with the Dublin Principles.

tis i ly political, and that change
raqulres the erhculahon of prioritized, sequenced, procti-
cal and patient interventions and the building of codli-
tions and consensus. More explicit oftention in design
and implementotion needs to be paid 1o the political
economy of reform. This will mean recognizing that: {q)
solutions hove to be tailored to specific, widelyvarying,
circumstances; (b} broader reforms outside of the water
sector (often relating to overalt economic liberalization,
fiscal and political reform) must be established providing
pre-conditions for improving resource and service man-
agement; and {c} those who are willing to change must
design reform programs and must be supported.
Change must also account for the cultural and historical
character of water issues.

Praviding security against climatic voriobility is the reo-
son why industrialized countries have invested in major
hydraulic infrastructure such os doms ond inter-bosin
transfer schemes. Many developing countries have as
litle as 1/100th as much hydraulic infrastructure as do
developed countries with comparable climatic voriability.
While industrialized countries use most ovailable
hydropower potentiol as a source of renewable energy,
most developing countries harness only a small fraction.

Because most developing countries have inadequate
stocks of hydraulic infrastructure, developing countries
should consider—and be assisted in~—~developing and
maintaining appropriate stocks of well performing
hydraulic mfrusrrucm and i in mobll'zmg publ'c and
private fi while tel and
social standards that beneft their populations.

Woter resources and the water service sectors thus need
to be manoged and developed in such @ manner thot
they stimulate and underpin growth and reduce poverty.
This requires countries to lock seriously at the potential
for policy chonge and to develop oppropriate sources
of financing.
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The Challenge

Improving access to woter supply is a pillar for socio-
economic development and poverty reduction. Water
supply services contribute directly or indirectly to income
generation, health, and education. The challenge is to
translate the new priority setting of the Millennium
Development Goals into improvements on the ground

by:

*+ Mobilizing all actors to expand, improve and sustoin
water supply services;

% Ensuring costeffective use of resources and their allo-
cation to highest priority investment needs; and

4 Increasing resource mobilizotion from all sources.

Lessons Learned

tnvestment in infrastructure without policy and institutional
reforms will be ineffectual. Reform includes foremost the -
introduction of sound policies ond responsive institutions

Fﬁ cks (é)‘ f: ;_(SULY‘(:S

4 Over the past 20
years more thon 2
billion people have
gained access to
water supply.

Over | billion peogple
st hack areess o

improved wates
- f

at all levels. Using the private sector or communities to
deliver services can be an effective way to improve
performance. However, overall control of the policy
environment and of the resource alwoys remains with
sovereign governments. Decentralizing service delivery
is key for rural water supply, requiring intensive capacity
building efforts. While much can be gained by increas-
ing copital efficiency, investments worldwide also need
to increase.

= Water supply is always paid for by someone,
inevitably consumers or taxpayers. Only service-
providers that generate sufficient cash can operate
ond maintain present systems and attract investments
to expand services. At a minimum, revenues from
consumers should cover operation and maintenance
costs. Closing the revenue cycle depends both on
reducing costs and increasing revenves.

< Befter water supply services require working through
other sectors. Water supply sector priorities con only be
ochieved if they are integrated into the government's
strategic objectives and resources are allocated
accordingly. Water supply policies should be
implemented in an integrated manner with various
sectoral policies, such as those for sanitation, heolth,
ond lond use planning.

4 Sector institutions must be ble to

eithar directly or through their representatives. The
traditional “top down” approach of service delivery

oo

has not worked. Experience in rural areos has shown
that ity-driven develop results in more
quitable and efficient g t and o greater
likelihood that water points will be maintained, user
fees will be collected, and the water resource will be
sustainable. The key action required today in rural
water supply is to scale up successful pilots of
« itydriven d in urban areas public
officials, and public and private service providers
should be made answerable for their policies,
actions, and use of funds through formal elected
bodies or informal community groups.

Building professional capacily to run insfitutions is the

very basis of introducing and sustaining new sector
pproaches. Policies, i and financial

arrangements are only as good as the people who

implement them. Developing mcounrry capacity
"

secondary towns. Efforts must be made to improve
service provision in these ¢ and to prepore
them for longer-term expansion and development.

The Priorities: Where and How to Focus?

There is on urgent need to move beyond what hos
become o stale and polarized debate on public or.private
management. The debate is not about public or private
but about sustainoble occess to safe water supply. Only
by concerted action on the part of dli parties can
improvements be made.

Countries hove to set and implement incountry priorities.
Each country is unique and has to plon policy reform
diclogue, capaxity building, actual reform and development
of infrastructure in an integroted, timely, ond sequential
manner.

comprising the full range of ical, ial
and operational disciplines is key to transformlng the
sector.

The poor in cities, rural areas AND secondary towns
all need 1o be served. Significant numbers of poor
people are not benefiting from reform of urban
utilities or rural service provision because they live in

The internationa! water ity must set global priori-
ties to maximize the impoct of limited resources. Support
to countries where governments are committed fo expedite
the implementation of reforms and invest their own
resources will yield quick results. However, reaching out
to the poor will also mean engaging in countries ot early
stoges of the reform process and over the long term.
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Healthier Lives

The Challenge
Despite significant investments in the water supply and
sanitation sector over the past few decades, hygiene
and sanitation continue to lag far behind when it comes
to effective increases in coveroge, Increased infernational
aftention to the issues of sanitation and hygiene, most
recently seflectad in the decision to include sonitotion os
an explicit, global target during the Johannesburg summit,
provides on opportunity to intensify efforts to make

itation impro at household, neighborhood,
city, and basin levels.

Lessons Learned

%+ Sonitation and hygiene affect everyone... Above alt
imptavad sanitotion and hygiene offer health benefits
at the household level. Away from the home, the pro-

o

- Behavioral change

1}

U Fadds (@ Figures
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= 2.4 billion people stifl
five without improved

sanitation.

£

4.0 billion people five
without sound washe-

water disposal.

<+ The urkan population
is expected to grow
by 1 hillion people in -
fhe coming {5 years,
many of whom will
five in unsanitary
dums, -

2.2 milfion people

dig from diorrheal -
- disposes every.year, .
Handwashing'with
soop can riduce © <
diarrheu! disease

by one-third.

o+

is essential and
requires major
efforts. The energies
of all porties need

to be harnessed to
promote and sup-
port changes in household behaviors, and water pro-
fessionals need to team up with those involved in
social marketing and health education. An important
tool for behavioral change is schoo! hygiene educa-
tion that promotes pructices fo future generations,

The greatest sanitation challenge lies in the rapid
growth of high-densily slums, Given the scole of the
problem in urbon oreas, more emphasis should be
ploced on building sonitotion fismly into the urban
development agenda. Progress needs to be made on
ot least two fronts, First, the process of restructuring
informol settlements needs to be accelerated and to
integrate sanitation ond hygiene. Second, the sanito.
tion needs of informal slums connot be forgotten, ond
the informal sector should be supported to serve
these communities until restructuring.

i Sanitation and hygiene is more than an addwon to

water supply. Benefits of improved sanitation and
hygiene depend largely on investment decisions ot

vision of sanitation (sewerage, wash

and drainage} improves living conditions for others living
in the neighborhood, city, or further downstream.

the household level. Demond for sonitation logs
behind demand for water, and willingness to pay is
low. The order of introducing sonitafion infrastructure,

sturting with household facilifies ond followed by public
infrastructure, differs from water supply. The charac.
teristics of sonitalion and hygiene provision require
distinct approaches rother than merely copying
successful water supply monagement models.

- A single management modet will not be sufficient to
deliver universal sanitalion services. Traditional
supply-driven opproaches in which services were
planned and provided by professionals without reference
to consumer preferences and willingness to pay okten
have not been sustainable. Successhul programs
require more widespread stakeholder consuliations
and the subsequent malching of supply 1o demand.
Innovative ways of providing access to sanitation ond
hygiene need to be developed, piloted and scaled
up, including promoting publicprivate portnerships.

- Better sanilation services require action in other sectors.
Sanitation sirategies must fit into the existing brooder
city or rural development sirategies and economy-
wide priority sefling, and should be implemented in
cooperction with other sectors. Reaching the poor

will require engagement with policy ond regulatory
processes, and the integration of sanitafion and
hygiene within broader local government reform
initiatives, land use palicies, building codes, and
solid waste policies. .

The Priorities: Where and How to Focus?
Concerted action by all parties, communities and
governments as well as NGOs, private sector, inferno-
tional organizotions ond acodemia, is needed to moke
progress.

Countries need to develop their own priorities and strate-
gies based on local aspirations and available resources.
Couniry sirotegies should include policies to close access
and finoncing gaps ond building institutional capocities
to execute and scale up sanitation service delivery.

The international water community must support couniries
through concerted action and long4erm engagement to
cement results. This includes development of new
approaches to monaging and financing sanitation,
capocity building, ond finoncial assistance.
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The Chalienge

Irrigation and drainoge have proven to be successhul

in increasing food production, reducing poverty and

stimulating regional development, but donor finoncing

has declined drematically. Improving irrigation and

drainoge systems is essential for achieving the

Millennium Development Goals of poverty ond hunger
d ond will infl achi of inable

development, but the sector is now facing new and

conflicting chollenges:

4 Achieving food security under increasing food
demand, water scorcity and environmental concerns;

+ impl ing simultaneous actions for i
reforms to introduce accountability, more farmer
participotion and investments in modernization ond
rehabilitation of existing irrigation and droincge
infrastructure to improve efficiency; and

N

+++ Obtoining more transparent, acc ond
efficient public financing with increosed participotion

o
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< Irrigated land labout 250
wmillion ha} produces 40%
of food on 17% of the
agricultoral lond, This per
centoge is o increase to
50% in the noxt 25 years.

2 90% of Food produstion
increase in the next 25
years is to come from
existing lood. That means
4 need to doubls the pro-
ductivity of irrgated land.

i hvigation consumes ot
prasent 67% of the water;
bt in mony developing
countries this percentage
is much higher.

S New water supply for
urban and industrial uses
cnd for the envircament

from users and the :‘“ C°";€ i"""ﬂﬁ"?‘f o
. om vohumes fransforrs
private sector. - from iigation.
Lessons Learned 4 There is o need to double
4+ Given present trends investment in inigation
there is likely lo be and drainage modernizo-
only a minimal num- ion for food production
- 1 ond for woter supply 0 !
ber of new publicly other ! ;
financed surface ! :
i

waler irrigotion
systems. This is due
to a number of factors: {a) the high and rising cost of
new systems; (b} low agricuttural commodity prices,
which reduce the economic return of new irrigation
investments; {c) significant environmentol costs of
increasing water demand on rivers and aquifers; and
{d} fiscal constraints that reduce ovailable public
financing for the sector.

Modernization and rehabilittion of irrigation and
drainage systems and improved operation and
management are key actions to diminish water logging
and sclinity, increase water efficiency, improve agri-
cultural productivity, reduce poverty and minimize
negotive irrigation and drainage impocts on water
ecosystems. These interventions are needed to restore

bility of the irrigation and drainage systems
and to cope with the dramatic increase in productivity
and ouiput of land and water required to provide
food for the increasing urban population of developing
countries while expanding the income of farmers in
rural areos.

o4

&+ There is a need to better align irrigation and

drainag itutions by reviewing the roles and
responsibilities of governments, users, civil society
and the private sector. Transferring responsibilities for
operation, mai e and g t of irrigo-
tion and drainage systems to orgonized user groups,
including full operation and maintenance cost recovery,
should be encouraged. Benchmarking of irrigation
and drainage systems is @ necessary monagement
tool to improve performance and accountability.

There is scope for sharing infrostructure improvement
costs with farmers and other sectors. This mechanism
should receive more attention. Improved financial
mechanisms ore needed to enable farmers, as well as
farmers’ organizations, to participate in cost sharing.
Beneficiaries can make significant financial contribu-
tions for drainage improvement, particularly ot the
farm level. Other sectors benefiting from water trans-
fers from irrigation systems should contribute to invest-
ments for modernizotion.

- An efficient system of water rights and volumetric

delivery, which can support a market of these rights,
has the potential to become an incentive to increose
efficiency (less efficient users can transfer water
temporarily of permanently to more efficient or higher
value users). New finoncial instruments are needed to
enable farmers to use water rights as collateral for
credit. This will help farmers to share the cast of
modernizing and rehobilitating irrigation and
drainage systems.

Where irrigation systems are not viable due fo financial
or environmental foctors that cannot be mitigated, the
systems should be redimensioned. However, mainte-
nance of non~icble imigation systems may be preferred
for o period when the socicl and economic costs of
resettling people are taken into consideration.
Irrigation systems with high pumping costs, often
found in countries with transition economies, need
special ottention. Overexploited aquifers also involve
bility and g 1 of common property
resources that need to consider public participation
and the invol t of relevant envi tol agencies.

EX

The Priorities: Where and How to Focus?
4 The new "global deal® on water in genera! is needed

for irrigation, too. Developing countries should use
public finance with greater fiscal responsibility lower-
ing subsidies on water and energyl, facilitate private
sector involvement in irrigation and drainage, and
promeie strong and autcnomous woter user organiza-
tions with responsibility, authority and effective cost
recovery for operation and maintenance. Developed
countries should more widely share scientific knowledge
and technology, promote models of good governance
in operating their own imigation and drainoge systems,
and also reduce ogricultural subsidies that fimit the
markets for developing country agricultural production.
Developed countries should also finance improvement
of irrigation and droinage schemes in developing
countries through their development oid progroms.

- The international community needs to identify and

copitalize on good practices for irrigotion and
drainage financing, including mare former parficipo-
tion. This should include simplificotion of the irigation
project preparation process to reduce costs and lead
time while maintaining an emphasis on foctors for
success. Conditioned on country specific needs, public-
user-private partnerships moy be useful for construc-
tion, improvement and operation of irrigation and
drainoge systems.

Innovative instruments are needed to support irriga-
tion farmers, especially smallholders, in cdapting
irigation technology, improving their irrigation
application and shifting to higher value crops. This
can help formers to increase their irigoted oreo,
improve productivity and facilitate access to markets.
This is also o promising orea for changing from
adverse subsidies on foctors such as energy, water,
and fertilizer, which lead to environmentol degradation,
to virtuous subsidies thot foster innovative ond
sustainable irrigation practices.
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The Challenge

Woater heds, rivers, wetlands, lokes,
agquifers, and floodplajns—are essential for the suste-
nonce and heolth of all species. They form the basis of
human life and economic development, provide receptors
for wastewater dischorges and sustain the integrity of
ecosystems that serve important ecological and hydro-
logical functions.

U inable use and g t proctices due to
poor environmental, social or economic policies and
octions are increasing the stress on the world’s water
resources. Threats arise from the degradation of water
resources of Jocal, basin and transboundary levels, and
from global dlimate variobility and change. The resulting
hydrological, ecological, and ecanomic consequences
are significant. They can:

%+ Threaten the ability of the water resources to provide
basic hydrological and ecological services that water
supplies and energy utilities depend on.

I\'i u.} or -”1 ,r(:.u“:.s

Over obsirattion {Aral Seol end excessive river regulation
{Australia, Yellow River, China} compremise ecosystem functioning
and con cause tensions and conflicts in water scors regions (e.g.,
Kenya).

ES

- Unsustuinobls pumping of graundwaler {2.g,, Yemen and Maxico)
— 10% of the world’s egriculture! food produdtion depends on
mined groundwater which rouses land subsidence {Bangkok) ond
saltwater intrusion in coastal oquifers (Gujarat, Baheain, Javo, Soudi
Arabig).

3

- Lukes store over $0% of the world's Freshwater, yet globel aitention
s not fowsed on them.

++ Water pallutien from municipal, industrial, mining, kivestock and

ogricudtural discharges intreases public health problems and offeds -

downstream uses (e.g., Indic, Ching, Bruzil, Mexito and mony other
countries). .

- - Degradation of ctchments and recharge areas impacts water sup-
ply (Kenryn) and contributes to flooding {Yongtzs River, Ching). -

Q&

Pokistan, Rejosthan ond other semi-arid regions).

.4 S0% of the world's wetlands have been lust clong with the impor-
! tant fundtions provided by those weflands.

o

\ % The rote of fretrwoter fih speties extinction s five tras that of
H salt water specits. oo

! ) »
, + Aquatic weeds we proliferating oquatic woeds {SADC Region, Loks
i Vicorio, Senegol,Sodon, Orisa (indi).

.. Drinoge, sality ond oty ofecs ogriechurd prodociviy (e,

*+ Cause irreversible damage to olready stressed
resaurces.

- Undermine investments in water supply, irrigotion,
ond energy services.

. Affect downstream freshwater, coostal and marine
resources, and communities, often the poor, who
depend on these resources.

Climote variability and change impose huge costs on

national economies and impact water supply and

demand, not only climate sensitive uses such as agriculture

and irrigation, but also urban and energy supply and

use. ;

Lessons learned

+ Managing the envir ! di of water is
essential I sustain the basis for economic development,
growth and poverty reduction.

e

Environmental objectives cannot be managed

separately from consumptive objectives. Both must be

integrated into water policy reforms, water resources
{anning, manc decision-making, ond be

I;;ropefiy funded and supported.

& Envir | Impact A are useful tools for
predicting potential impacts of large infrastructure
projects, but these impacts are often not managed
because of inadsquate water policies, absence of
guidelines [e.g., envi | flow 1),
capacity constraints, and lock of commitment and
political will.

i Frashwater lakes and reservoirs, the major source
of water for human consumption, are deteriorating.

- There is litle understanding of the importance of the
functions provided by aquatic ecosystems. Halting
loss and degradation of ecosystem functions need
to be o priority in important watersheds, recharge
oreas, and wetlands.

e

Failure to use economic inskyments to manoge water
damand, guide allocation, and control waste discharge
results in inefficiencies.

“

i The downsiream impact of drainage and sanitation
projects is often underpredicied.

e

Invasive weeds, fish and other species impose high
costs on communities, particularly the poor.

- Water and energy ulility management reforms, public

and private, need fo be accompanied by strong
water resources and environmental regulatory
reforms.

The Priorities: Where and How to Focus?

o4

£

The environment cannot speck. Yet, environmental
functions are vital for development. Therefore, countries
need to ensure that the water flows and water quality
needed for ecological functions are factored into

water resources planning and g (including
the conduct of environmental assessments}, because
of the links beh functioning aquatic yst

and health, poverty reduction, and economic growth.

Accordingly, countries need to odopt a framework
that provides incentives for ensuring that water
resources planning, develop and

ludes envire tal )

J

- Country and sub-national governments need to

ensure that river basins are used as the basis for
planning and ing water r units {linking
upstream and downstream uses as well as all sectoral
uses) ond that environmental objectives are integrated
with consumptive objectives in planning decisions.

Governments need to support a shift from remedial io
praventive oction to manage water quality degradation
from point ond nonpaint sources and introduced
species, porticulorly in vital woter bodies such as
lokes, wettands and groundwater systems.

. Water needs to be valued {in its duo! dimensions of

quantity and qudlity) os a truly, ond increasingly,
scarce resowice,

- Reuse of wostewater ond demand management need

to be central elements of water and energy sector
investment in water scarce areas.

 Water monagers need fo incorporate impacts of

climate change and variability into water resources
planning and management, including adaptive
plonning, strengthening predictive ond forecasting
capability, and developing strategic drought
management strategies.

P
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The Challenge

The 2002 Earth Summit in Johannesburg called for the
increased use of renewable energies, with one of the
major sources of renewable energy being hydropower.
The challenges facing hydropower fall into two categories:
financing and public ac

Financing challenges are due to:

* The copital intensive nature, with costs being recow
ered over o design life typicolly five fimes the maturi-
ties of commercia! loans.

* High fixed costs {capital charges and operoting)
resulting in much higher exposure 1o regulatory and

market risks than for thermal alternatives.

* High proportion of civil costs resulting in increased

development risks because of geological uncertainties.

i High proportion of local costs, which are difficult to
finance with export credits, the traditional source of
private power financing.

+ loge bydopewes dovelogment |

programs ote enderway i sore
countzias [ratably Giral with
3 odsquate locel finone, but there
,
{ .

4 Llonger gestation % + i the peivate pewet boom cf ihe
periods, which =y b f 1
unfavorably impact -
the risk profile. !

i Uncertainty about
output due fo voriable hydrology.

+ Higher costs of environmental and social mitigation
measures compared fo alternatives.

The challenge of gaining public acceptance arises from
public perception (somefimes real, sometimes not) that
environmental and saciol impocts are greater than thermal
alternatives ond the belief thot other renewable energy
sources can fulfill all future demand requirements.

Lessons Learned
*+ Hydropower needs to be considered as one of the
options for a country’s development needs.

- Future development of hydropower in most developing
countries will be very limited if it is loft entirely to the
private sector. While pure public financing might be
appropriate in very poor countries, the mognitude of
required investment will probably dictate publicprivate
partnerships in most developing countries.

The key to public acceptance is the recognition that
affected communities and natural resources are clearly
beneficiaries rother than losers due to o hydropower
project,

The Priorities: Where and How to Focus?

Govemnments and public power purchosers can help fo
overcome the challenges by:

g

Arranging upsiream basin and sector studies, institut-
ing water basin develop ond g sirate-

+ Devoting a proportion of net revenues of the project
to improvement of the welfare of affected communi-
ties and the environment in the project area.

Multilateral and bilateral institutions can help by:

e

e F ing the upstream and preparation work within an

gies, and promoting realistic options it
feasibility and preparation work, such as site investi-
gations and surveys of selected project sites, before
engaging the private sector.

++ Plonning and managing hydropower investments
from an integrated water resources management per-
spective that tokes into account other uses, such as
the farmers (dependent on downstream flows) and
environmental streamflow needs,

*+ Putting in place an appropriate regulatory and
power purchase framework that helps to overcome
the financing difficulties through meosures including
deferred taxation, tariff certainty, and valuation
methodology that recognizes system benefits such as
pecking and ancillory services as well as community
benefits arising from avoided almospheric emissions.

Providing incentives for acceptance of an appropri-
ate proportion of risk in line with the principle that

risk should be borne by the party best able to man-
oge it.

+ Acceptance of techniques for equalizing the power
purchase prices, at least over the duration of debt
repayment, in order to lower this price in the initial
years of the power purchase agreement,

i Arranging credit support for loans for project devel-
opment.

e

- Providing local currency equity or loans.

Facilitating participation by, and consultation with,
offected communities and mifigation of social
impacts.

grated water resources management perspective.

- Assisting to develop appropriate regulotory frome-
works.

*+ Providing partial risk and partial credit guarantees to
private developers.

o5

Financing public portions of multipurpose projects,
government equity contributions and government
loans to the developer.

oo

.
Ensuring that environmentol and social impact ossess:
ments and mitigation plans are to the highest stan-
dards, enabling the moteriolization of plonned benefits.

Developers (whether public or private) can contribute by:

- Preparing enviranmental ond social impact ossess-
ments and mitigation plons to the highest internation-
al stondords.

- Ensuring that project design incorporates measures
that mitig gotive envi ! and social
effects and enhance positive impacts,

t In full consultation with offected communities, devel
oping forward thinking resetflement plans, which
treat resettl as o develop PP ity, so
that offected people are better off after the project
than before and their ability to develop further is
enhanced by the project.

+i+ Using environmental mitigation funds as o develop-
ment opportunity.



Crcu{iu. '(7(1,&
|nc. c.vd:;.,&e..s a1 .Rc{"ortu,

a.uc( ' nere ('..SC([.

] [35RY &S{‘J ne n&

The Challenge

The woter sector in most developing countries is at o
crossrouds, where businessas-usual equols inadequate
and unsustoinable use of water and financiol resources,
sub-oplimal economic growth and increasing social ten-
sions. A central challenge for governments, municipali-
fies, basin organizations and water user associations is
to carry out the necessary water reforms, be it:

- water resources development ond management;

the provision of odeguate water supply and sonito-
tion services to the urban and rural poor;

the harnessing of water’s energ tential;
9 gy po

- the factoring in of enviranmental and ecosystem
needs in water management decisions; or,

the need to feed o growing world population.

Policy changes are urgently needed in all these woter-
related activities.

What Do Reforms Do and Why Are They a
Priority?

Reforms change the incentives for those involved in the
sector—water users, government officials, water service
providers, investors, Incentives need to be changed in
order to increase financio! flows to the sector, achieve
better returns on investments, and improve performance
by managers and water users.

Key incentives originate from the degree of transparency
in decision-making processes, the involvement of stake-
holders, the prices water users hove to pay, their percep-

tion of their rights fo water resources ond to water serw
ices, and the enforcement of regulotions ond laws.

Transp y and invoh of stokehold
Government officials need to have an incentive to make
the best decisions about the allocation of financial
resources fo investments and manogement. Exomples
from many countries show that when civil society
receives information and is consulted, then a higher
level of transparency is achieved and decision-moking
by government officicls at different levels more directly
tokes into account the needs of different stakeholder
groups, including the poor and the environment.

Similarly, woter management changes often require
tough decisions. For instance, in many semi-orid and
arid regions water resources are nowadoys over-allocor -
ed, effectively not providing enough water for all. To re-
establish a bolance, consumption patterns need to be
changed, water resources may need to be reallocated
between sectors and some users moy need o agree fo
use less water. Politically feosible and, usually voluntary,
recliocation mechanisms must be given priority.
Similarly, in the water supply and senitation sector, long-
term sustoinability of water utilities and expansion of
services to excluded segments of society can often only
be achieved when current water users, especiclly those
who are better-off, pay a higher toriff. Stakeholders ore
much more likely to agree 1o improved manogement,
even when changes may hurt them in the short run,
when their interests have been taken into account and
options have been discussed. Therefore iransparency,
access to information, involvement of stakeholders and
decentralization of decision-making is essential as o step
of the reform process and to make reforms succeed.

Pricing of water and water services. Pricing o resource
or a service has two functions. First, it provides the user
with information on the value of the resources or the
service, inducing more considerate use than if it were
free. Second, the income derived from the toriff is the
basis for building new and maintaining existing infro- *
structure. Water ond water services have traditionally
been under-priced, resulting in inefficient use by those
who have had access to cheap water, for instance in
agriculture, and in households ond industries. It has also
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led to o dearth of financicl resources where the water
sector has not been selffinoncing, but has lived from
subsidies, Therefore, more investment in the woter sec-
tor, be it from public or private sources, must go hond in
hand with the recognition that water pricing is on essen-
tial instrument to enhance the sustainability of the
resource, expond services, including operation and
maintenance of water utilities and irrigation systems,
and maintain water resources management functions,
etc. Most improvements in the woterrelated sectors will
not occur if governments do not consider developing
socially occeptoble pricing and toriff policies.

Water rights and obfigations. Realizing the potentiol of
water os o fundamental resource in a country's economy
requires significant-efforts, including harnessing the
water resource, putting efficient and equitable allocation
mechanisms into place, building structures, motivating
good performance of water utilities and irrigation dis-
tricts, and providing for effective drought and flood man-
agement. All these actions are interconnected. They
require g t capacily, i and informa-
tion os well-as o longterm vision for the sustainability of
the resource. The assignment of water rights is essential
in ensuring this long-term vision and inducing efficient
and sustainable water (service) manogement ond focili-
tating voluntary recliocation of rights. Water rights also
incorporate obligations by stakeholders to toke care of
their resource, For this reason, palicy changes need to
include the definition of o water rights system which may
consider both individual and collective water rights,
depending on the cultural context in the country.

There is no unanimity on the concept of water rights, for
some see this as an unhealthy commodification of o pub-
lic good. Nor is it meant to imply that it is simple to
introduce rightsbased systems for a fugitive resource
with deep cultural implicafions in administrotively weok
environments. On the other hand, there has been sub-
stantial progress in recent years {in Chile, Mexico,
Brazil, and South Africo), and there are pressures from
the local level (villogers who have stored rainwater in

Rajasthan, for instance} to the international level
{between the United Stotes and Mexico, for example) to
define the rights to use an everscarcer resource.

In doing this, it is necessary to clarify that in most coun-
tries water is publicly owned ond that o water right is
vsufructuary—it is o right to use, not o right to own
water. Water rights {of individuals and communities,
including traditional users} enjoy the some legol certain-
ty as land and other property rights. Once established,
such rights give rise to a series of fundomental ond
hedlthy changes. First, those requiring additional
resources [such as growing cities) will frequenily be able
to meet their needs by ccquiring the rights of those who
cre using water for fowvalue purposes. Second, there
are strong incentives for these lotter users to voluntarily
desist, making reallocation both politically oftractive and
practical. Third, the establishment of formal woter rights
gives rise fo strong pressures for improving the data
required to manoge the resource. And fourth, this
reduces the pressures of a “race to the bottom,” since
those who have rights have o powerful interest in sus-
tainability.

Starting the Virtuous Cyde. With these building blocks,
namely: incentives through fransparency and informo-
tion; stakeholder involvement and decentralization;
incentives through definition of rights and obligations;
and incentives through pricing as a tool to ensure mutual
obligations of suppliers and users; and to signol the
volue of woter and services, o virtuous cycle can be
started that enables countries fo actively tockle their
water challenges.

Adopted to the economic, social, and cultural circum-
stances of individual couniries, appropriate palicy
changes can be designed that enable the mobilization
and productive use of financial resources for investment
in water, open the door for governments, public and pri-
vate sectors, individuals, international financing organi-
zotions and donors to contribule to responsible growth.

From Kyoto to Evian and Beyond—
A Water-Secure World for Responsible Growth and
Poverty Reduction

The 3rd World Water Forum in Jopan brings together more porties from o more
diverse background than ever before. This is an implementotion forum, in which
practitioners will meet in over 300 sessions to discuss experience, to draw lessons
and to return to the long fask of making things happen with new ideas and
renewed commitment. Kyoto is also a political event: Governments and alf inter-
ested parties, users included, need to commit fo making chaices that will have
both medium- and long-term positive impacts on water management and on the
delivery of services. Rich countries have an obligation to support developing
countries who engage in these difficult reform processes. When the G8 discuss
water in Evian in June 2003, it is critical that they commit to substantial, princi-
pled, financial and technical support to developing countries who commit to bet-

ter devel $ and t of their water resources and water services.

¥ £

This includes the implementation of key reforms in water management and

investment, the employment of financial resources in a productive monner, and

the recognition that wise water g tis wise ec ic policy with direct

impacts on the lives of the world's poor.




Th d I vanah ding levels and .
What Hie World Bastk e i ooty o weiresond. Wor[(;,nérln Parbnershi 1:

~ . . projects, mostly for good reasons reloting to the quite
(_II‘() wiz2 1s [) O diverse challenges in the different regions of the world
(‘S {Figure 3] The world community needs fo act together to meet the challenges chead A number of partnerships already exist
and provide @ solid platform to achieve change There are too many to mention all, but an indicative hst of the
Developing countries spend obout US$70 bitlion annually  Wath the formidable challenges to improve technical, partnerships with which the World Bank 1s engaged is provided below They range from odvocacy to implementation,
on woterrelated investments About 90 percent of invest  financial, social, and environmental performance of and from global to regional partnerships In cll cases, both developed and developing countries have come together
ment comes from domestic sources The World Bank water manogement remoining worldwide, the World 1o jointly work for enhanced and sustainable water investments and management
Group—through its five closely associated inshiutions Bank Group 15 committed to using tts acknowledged
International Bank for Reconstruchon and Development, comporative advantoge in terms of performance and
Internationa} Development Association, Internotional knowledge, convening power, cbibty to link water issues Bank Netherlonds Water Partnership Program - BNWPP
Finance Corporation, Multilaterol Investment Guarantee to other sectors through economy-wide engogement, o www worldbank org/bnwpp and www worldbank org/watsan/bnwp
Agency ond the Internchonal Center for Investment mul-disciphnary perspective, relanions with atmost ol
Disputes—prowvides loans, policy advice, technicol ossiss  riparion countries, o combination of knowledge and Building Partnerships for Development in Water and Sanitation - BPD
tance, ond knowledge sharing services The World Bonk  financiol resources, and engagement at oll scales {local www bpd-waterandsanitation org
Group has historically invested about US$3 billion o year  watershed, city, irngation district, niver bosin ond aquifer,
in woterselated sectors, accounting for obout 5 percent of  country, regronal) and ability to integrate ocross these Consultathve Group on International Agriculture Research ~ CGIAR
investment in developing countres www cgtar org
Consequently, the World Bank Group will continue to be
In brief, the results are a partner In bringing about both investment and reform Global Environment Facility - GEF
1n a sequenced and priorihized manner aimed at achieving www gefweb org
< lending for water accounted for about 16 percent of  sustainable integrated water resources management and
World Bank lending over the past decade and the water services and therewith responsible growth and Global Water Partnership - GWP
mojor water services components {irmgation, poverty reduction 1n developing couniries www gwpforum org
hydrapower and water supply end sanitation) as well
as woler resources each accounted for about 4 percent MNA Reg | Water Initiati
of averall World Bank lending over the same period www worldbank org/mno-water
{Figure 2}
Nile Basin Initiotive - NBY
frgure 2 Composition of the World Bank's Water figun 1 Regional Composition of Water Lending www mifebosin org
Portfolios as o Share of Overall Warld Bank 1993 - 2002 {% Total Bank Lending}
Invostments Waoter Supply and Sanitation Collaborative Council - WSSCC
{1993 - 2002) wwiw wasce org
5 35
10 Water and Sanstation Program - WSP

Www wsp org
25

World Water Council - WWC
www worldwatercouncil org

B

:
B e The parinerships mentioned here are merely examples of the wealth of intichives worldwide Further information
| cbout organizations and parnerships for water can be found at www developmentgatewoy org/water
L Urban WSS
B N s
WRM  Uban  Rurol  Hydropower  Imgotion Ao EaAso  Europe ln  Midde  Soum A
wss WSS ond ond Amenco  Eostond Aso regions

the Pocific  Central ono the  North Altico
Asig Caribbeon
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